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Summary

The elevated level of turbulence which marked the beginning of Q2-2002 offered a
unique moment of opportunity to demonstrate the strong will of this Program to
move forward. Encouraged by a responsive, willing constituency who value its
contributions, it moved aggressively forward to answer a call for leadership, to
continue its momentum - achieving goals, fulfilling plans.

Successes achieved during this quarter are the product of determination.

Delivering a clear message of steadfastness and persistency in the pursuit of the
objective of upgrading, comprehensively the Palestinian accounting and auditing
sector several very visible actions were taken. Great gains were scored in
transparency, ethics and deployment of knowledge.

Overall, the Program has reached a critical point — it has won many allies. It is a
potent force in creating conditions necessary for moderating substantive changes in
regulations as well as outlook. A spirit of local national ownership and responsibility
has been created, allowing for development while clearly meeting objectives.

Noteworthy accomplishments of the Quarter included:

+ International Valuation Standards were completed by the Palestinian
Association of Accountants and Auditors (PAAA), the only Arabic translation
available in the world as well as one of the few foreign language editions.

+ Self-regulatory Organizations Activities showed commitment while facing
challenges. Open meetings continued to occur, financial disclosures were
made, periodicals were published

+ Educational Activities became even more innovative, developing new
delivery platforms and adapting existing materials effectively.

+ The Code of Ethics for Professional Accountants” (IFAC) in its latest form,
was translated and released by the Palestinian Association of Accountants
and Auditors.

+ Media and Public Awareness ensured and extended the presence of
activities. On average, once pre-week information appeared concerning
achievements, activities and plans.

+ Internal Auditing concepts and ideas were introduced to the community by
the Palestinian Association of Accountants and Auditors.

At no other time has realization of the potential, as well as the resiliency, of the
Program been more apparent than during Q2-2002. Ideally positioned, the Program
will continue to develop all areas of the Palestinian accounting and auditing sector
until its schedule closure — October 31, 2002, it legacy shall carry on.

There is a will to change within most of the financial community, to meet future
challenges — successful management of this change in line with international
established accepted and tested norms is necessary.

Determination, confidence and commitment are clearly evident — in the Program as
well as in the environment. The road ahead is still long and challenging, momentum
is clearly within the Program.
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Training Activities

Maintaining its lead, as the SRO which provides value for its members, the
Palestinian Association of Accountants and Auditors fulfilled its commitment
moving closer towards a structured program leading to a competency-based
exam for “professional certification”.

Working together with the Program, the PAAA gained an understanding of the
concept of connecting CPE courses into an educational stream. A pilot program
was developed, orientated towards developing “Auditing Practitioners”. This
was selected to increase the numbers of persons with a good understanding of
auditing in Gaza. Three courses (52 CPE hours): Basic Auditing, Advanced
Auditing and CPA’s Professional Ethics were brought together. Materials
previously issued by the Program — such as the CPA’s Guide to Professional
Ethics and the Dr. Jerbou text were used — extracting more return on the
investment made.

Five groups — totaling 229 persons (200 male / 29 female) registered for the
“Auditing Practitioner” course. Attendance remained high, 95% plus. It is
expected that a high number of the attendees will “sit for” a comprehensive
final exam — and it is hoped that an equally high percentage will pass.

Valuable experience was gathered by the PAAA through this exercise — an
important milestone was passed for future development. Within the next and
final quarter of this Program — we shall work together with the PAAA to focus
on competency based achievement recognition. The PAAA leadership has
detailed knowledge of the Institute of Management Accounting’s Certified
Management Accountant and Certified Financial Manger exams — as well as
the Institute of Internal Auditor’s Certified Internal Auditor exam. A realistically
achievable goal would be a migration of core elements of these and similar
exams into the local environment currently, with a longer term goal of full
adoption. This process began with the “Auditing Practitioner” — the PAAA is
moving upwards on a learning curve that will enhance its place as representing
a profession rather than a group.

Within this same area — it was reported that the Palestinian Society of Certified
Public Accountants engaged in a multi-nation, fact finding tour to discover how
others prepare and manage certification, competency exams. The last
information received was that the PSCPA shall be developing and
administering their own exam. The Program did not however participate in the
tour — it provided some guidance urging moving towards using a more
internationally accepted exam such as the ASCA — “Arab CPA”.

Discussions stopped, training using the CPA’s Guide to Professional Ethics
translated for and provided to the Palestinian Society of CPAs was completed.
One hundred sixty five persons — 70% of which were CPAs attended
(approximately 50% of the circa 200 PSCPA members) — a 12 CPE hour
seminar and received a copy of the text for future reference. Most of the
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attendees participated in a short quiz to verify their comprehension of the
material.

Distance learning moved to another level in the Program with the introduction
of a new area — “Internal Auditing Standards”. With the extreme restrictions on
mobility, the Program has used options such as self directed learning materials
— CDs as well as hard copies, conference calls, etc. This Quarter the Program
“‘beta” tested the used of video conference. Sharing resources with another
USAID program and making use of an existing Palestinian installed base the
Program gave a three hour short overview session explaining basics of internal
auditing — showing and telling about the Institute of Internal Auditing
Standards. Three locations were linked — Ramallah, Gaza and Hebron;
seventy persons participated (twice the average seminar size). In addition to
improving delivery capability, tangible and positive results were noted from all.

Close to 35 man-years of “CPE” type training have been given by the Program
to date.

Educational Reform

Performance in the area of educational reform this quarter provides additional
evidence of its proactive approach — not waiting on events — solutions were
found, opportunities were made use of.

Results with educational institutions are impressive.

Originally planned to interact with five universities — the Program has good
contact with all six major schools plus the “open university”. Approximately
1200 students (73% male, 27% female) have passed through the two courses,
which the Program designed, Accounting and Auditing. Each of these was
purpose built to bring International Accounting Standards (IAS) as well as
International Standard on Auditing (ISA) to students. Each course is available
in both English and Arabic — serving the needs of all students. The Program
has also ventured out; bring IAS to the discipline of Finance.

Continuing its innovative approach towards delivery — the Program did two
things which will significantly expand those who are exposed to International
Accounting Standards and International Standards on Auditing.

The first addressed the absence of “regular’ text books — in any language —
dealing with International Standards — accounting or auditing — encumbers
some, but not this Program.

Combined with the continuing program of upgrading reference materials via
donation (the Program has donated over eighteen titles), the Program selected
five “quality” text books from the market (most of which are in use in Palestine).
It set about building “Bridges” - working from them towards international
standards. Each chapter was examined — where a standard was mentioned —
for example FASB - the corresponding IAS was linked. “Bridging Papers” were
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permanently affixed to each book and these were donated to both Universities
as well as SROs. In addition to the immediate impact of raising the level of
awareness — as convergence of standards moves forward — users of these
materials be ideally positioned to lead and benefit from this trend.

The second, which was extremely well-received into the academic community,
was the first of a series of “teacher’s aids”. A simple, effective and in-
expensive tool for helping jog the memory of current “clients” while passively
increasing the contacts made. It is a laminated A4 document, packed with
information. This quarter the Program produced and distributed one which
contains an “overview” of vital information — Listings of all International
Accounting Standards, International Standards on Auditing and Statements of
Management Accounting. It also provided contacts for the SROs, useful
websites, etc.

Working closely together with the Universities — the Program was able to
deliver 100% of its course work during the quarter. Students faced up to the
challenges and delivered regularly almost 100% attendance.

Regulatory Reform
Law

The Program’s resolve in this area is particularly strong. It is committed that
once conflicts both internal to the sector as well as external in the environment
are over, a new environment of regulation and clear discipline will come into
existence. Individuals and organizations internal to the sector which are using
the current crisis as an opportunity to deter progress are being delivered this
clear message.

Political conditions were seldom more adverse than during this Quarter.

Given positive development within the external operating environment,
activities can be quickly geared up to make available the elements necessary
to complete the legislative milestone. Longevity of this is depended upon the
unity and resolve of all stakeholders, therefore the Program has a lasting
commitment to cross-promote a superior and sustainable legal framework runs
throughout all activities.

SRO & Standards

Ambitious goals have always been set for development of SROs and leaving a
legacy of materials — Standards, text books, periodicals — upon which the
Palestinian Accounting and Auditing sector can build — the work product of Q2-
2002 clearly met and exceeded these targets, despite the adverse conditions.

Strengthening the presence of Palestine in the global professional community,
working together with Mr. Mahmoud Musleh, the Palestinian Association of
Accountants and Auditors published the “International Valuations Standards
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(IVS)”. The IVSs are a set of international accepted and applied standards
which outline methodology for determining value. Their use has been
supported by the International Accounting Standard Committee; they are
accepted for use by the World Bank and are recommended for application in
governmental entities.

Production of this volume complements the International Standards on Auditing
(issued during 2001 by the PSCPA) and will be a valuable supplement to the
Official “Arabic Language” edition of the International Accounting Standards,
which is to be available to the public by Q3-2002. The Palestinian Society of
CPA has joined the efforts of the Accounting and Auditing Federation for
Islamic Financial Institutions, authorized by International Accounting Standards
Board, to produce this edition. All materials generated by during period where
the PAAA to produce their “Palestinian Adaptation” of the International
Accounting Standards has been passed over to the PSCPA to foster
cooperation.

Additional resource material was introduced by the PAAA into the environment.
Recently, the International Federation of Accountants (IFAC) reworked their
Code of Ethics for Professional Accountants. The PAAA Committee for
Professional Ethics reviewed and issued the first Arabic translation of this
document. Copies of this will be distributed by the PAAA widely — throughout
the accounting and auditing profession as well as to students and other
interested parties, as an indication of their commitment to the community.

Each of the SRO’s issued quarterly journals. Once again, substantial
operational assistance; content, printing, distribution, etc was given to the
Palestinian Society of CPAs in production of their third (re-launched) journal.
Improvements both in cost of production as well as content were made. The
Palestinian Association of Accountants and Auditors produced their journal
independently — with broad consultation from the Program. Extremely
noteworthy is that the PAAA published their “audited” financial statements.

Open meetings continued and have become an important point in many
calendars. The PAAA held their sixth such event, the PSCPA made their first
attempt. Dialogue and interaction have increased and these events are being
effectively utilized an information platform. Light is being shed into each
organization — members as well as other concerned parties are better able to
formulate opinions and act or react accordingly.

A study tour was conducted — attending the world wide convention of the
Institute of Internal Auditors. Representatives from each SRO as well as
academics attended. Additionally, visits were made to the US - Financial
Accounting Standards Foundation (FASB) as well as to Baruch College (CUNY)
Department of Accountancy to thank Professor Dr. Carmichael — his book — the
CPA’s Guide to Professional Ethics was translated by Palestinians in
cooperation with this Program. As with the study tours conducted during year
two — this one was strategically designed to lay foundations for future direction.
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Given the limited time remaining in the Program - resources will be
concentrated were collaboration is more efficient and responses to the growing
pressure for responsible financial management are swift. Primary to our
strategy is to reduce dependency on the Program itself — building a potent
lobbying force which will assure any self-regulatory organization with measure
up positively to the test of time.

Other Activities
Joint Tasks

A high value is placed upon joint venture activities with other donor programs
and activities. This Program follows a principle of seeking points of contact and
cooperation, combining strengths operational as well as intellectual in order to
raise the return-on-investment, to cross-capitalize upon them.

This quarter an opportunity presented itself to use “video conferencing
equipment” — operated by the DPK “Rule of Law” for training.

Feedback from participants was that they were very pleased by the ability to be
“served” locally - despite adverse conditions. The Program benefited from
increasing the range of coverage of a limited resource — instructors.

Media

Competition for space in the locally is fierce. Commitment to not miss any
opportunity was demonstrated once again by the Program’s “Staff Publicist” —
Erab Al Fougaha.

A very ambitious goal was set to have one media appearance per week, this
was met. Each significant event was broadcast — internally and externally.

Awareness Promotions

Continuing its usual pattern of recognition of the type of commitment which will
form the basis for long-range success the Program issued multiple plaques of
appreciation.

Memorialized were the efforts of the Palestinian Association of Accountants
and Auditors Ethics Committee as well as the Standards Setting Committee,
who invested time in the Code of Ethics and the International Valuation
Standards, respectively. Mr. Salah Abu Watfa was recognized for his efforts in
finally completing training of PSCPA members with the book “A CPA’s Guide to
Professional Ethics” (published Q4/01). Professor Dr. Nidal Sabri was
recognized for working together with the Palestinian Association of
Accountants and Auditors — publishing another of their sponsored educational
series — a book on Management Accounting.
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Palestinian Accountants and Auditors Association — PAAA

The PAAA is a separate legal entity that was established in 1979 in Gaza. It maintains its
= own separate financial position. The main objectives of the Association are to:

e Develop the Accounting and Auditing Profession in Palestine.

Enhance the professional level of the accountants and auditors.

Find solutions for any professional problems occurs.

Increase cooperation between its members.

Save the rights of the accountants and auditors.

Create public awareness about true and fair accounting applications.

International Valuation Standards \

Rapid economic changes taking place in the 1970s served to enhance the recognition

given by market participants to the importance of professional property valuations. The

quickening pace in the globalization of investment markets further underscored the need

for internationally accepted standards for reporting the value of property. It became

obvious that without International Valuation Standards there was considerable potential

for confusion.

In respond to this situation, International valuation standard committee (IVSC) was found.
The IVSC is an unincorporated association comprising professional valuation
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Palestinian Society for Certified Public Accountants
First Regular Open Meeting
Thursday 161512002

Odeh Jibreel — Chairman of the Board of Directors in the West Bank
Introductory

| would like to welcome you all in this first regular open meeting for the Palestinian
Society for Certified Public Accountants (PSCPA), this meeting intends to create some
sort of dialog and discussion about the issues related to the work and profession of the
members of the PSCPA and others who are related to the accounting and auditing
profession. This meeting connects four locations using the conference call technique in
Ramallah, Gaza, Nablus and Hebron.

The PSCPA Board of Directors supports these kinds of meetings and will work on having
it on a regular basis in order to strength the relationship between the members and the
Society from one side and between the members themselves from the other side which
will be reflected positively on the profession, also these meetings help in giving the
members and other interested parties an idea about the activities of the society and it's
achievements and listen to their comments and suggestions and how to develop the
Society to get the maximum level of benefit for the profession. | point here again to the
importance of these relationships, giving that the membership base in the Society
became bigger, though this increase in the number of members was due to conditioning
this membership from the Institute of General Control to get a new practice license or to
renew the old one, we in the PSCPA believe that the membership thing should be
optional and should be decided by the auditor after getting his license.

| point here also to the draft Accounting and Auditing Practice Act which gave the
Society big authorities compared to the laws in other neighbor countries, these
authorities might help in the interaction between the members and the Society aiming to
develop the activities and services provided by the Society to the members.

As most of you know, we had professional relationships between the Society and other
societies and associations around the world, particularly the Arab world, we are passing
through very bad economic situation, and the development in our profession is related to
the development in our economy, and this is a real challenge, especially these days, and
it is needless to say that the auditor’s living level decreased due to this situation, in the
other hand we noticed that many of the audit areas for profit and non for profit entities
are limited for specific audit firms, and this is considered a discrimination against the
local auditors and | think it is unfair situation, and you can comment on this during our
discussion to see how we can the make the local auditor able to compete with the other
international audit firms in the country on these jobs. In this regard | want to inform you
that the PSCPA contacted the controller of the Palestinian Monetary Authority (PMA)
and explained the situation which part of it is happening in the audit of banks, we
provided him a list with the names of the auditors registered in the PSCPA and their
contact numbers, we are supposed to have another meeting with him to see if the PMA
can help in this issue.
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You are all welcomed again, | am mentioning again how important to have these
meetings, but the more important thing is to have it regularly and according to a planned
agenda, we will leave sufficient time for discussion after the end of the presentations,
Ghassan Soufan will give us an idea about the latest publications by the PSCPA.

Ghasan Soufan — Member of the PSCPA Board of Directors
Society’s Publications

We are happy in the Board of Directors to meet you today in the different cities, since it
is our first meeting | will try to give you a summary with the most important publication
done by the Society and what we are planning for the future.

1- The first “real” and most important publication for the Society was the Arabic
adaptation of the International Standards on Auditing book published by the
International Federation of Accountants under the name “International Standards
on Auditing — Applicable Copy in Palestine” which was published after completing
the adaptation process through the Standards Setting Committee in the Society,
this process which was supervised and supported by the Accounting and
Auditing Sector Program (AASP) financed by the United States Agency for
International Development (USAID), we tried to make this book available for all
the members and other individuals through establishing distribution centers in
most of the Palestinian cities. For those who were not able to see the book we
mention that it contains all the International Standards on Auditing (ISA’s) and
the International Audit Practice Statements (IAPS’s) published by the
International Audit Practice Committee (IAPC) - one of the IFAC committees — till
the end of 31 of December 1999, this was after a long adaptation process
continued over a year. It is important to mention that this book was published
after an official permission from the IFAC to be the only “approved” Arabic copy
till now. We mention here that copies of this book are still available in the PSCPA
offices in Ramallah and Gaza. We plan to market this book — maybe after
making a second edition — in the Arab world through the sister societies in the
Arab countries after they expressed their interest in this Arabic edition approved
by the IFAC. The Society sent out copies of this book to all the professional
bodies representing the accountants and auditors in the Arab world including
those in North Africa, the book was presented personally by some of the PSCAP
members to the President of the Jordanian Society for Certified Public
Accountants who expressed his interest in the book and offered help in getting
the book distributed in Jordan.

2- The CPA Guide for Professional Ethics was published in November 2001, after
translating it by the AASP\USAID and reviewing it by the Ethics Committee in the
Society. The book helps CPAs, both in public practice and not in public practice,
to understand and apply the guidance on ethics. It is designed to be
comprehensive and integrated analysis of ethics requirements that is easy to
read and easy to use. The book integrates the various requirements of the
AICPA’s Code of Professional Conduct, the SEC, the Independent Standards
Boards, the Department of Labor, the GAO’s Yellow Book, and state societies
and state board. The book also contains information on ethical standards on
consulting and tax services, and provides a clear and concise analysis of
international ethics requirements. The book includes numerous examples and
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graphics designed to illustrate complex ethics issues that CPA’s and their firms
face. It is important to point to the big similarity between the ethics requirements
and it's applications mentioned in this book and the Code of Ethics published by
the IFAC which was adapted by the PSCPA Board of Directors in it's meeting in
September 2001. The book was translated and published according to an official
permission obtained from John Wiley & Sons, Inc. The AASP used the material
in this book in addition to the IFAC Code of Ethics Pronouncements to develop
training slides offered to the PSCPA members and other interested parties in
special training courses in the West Bank and Gaza.

3- The 4" edition of the Auditor's Magazine was published in January this year, this
edition covered the last quarter in the year 2001, this edition was finished with
the effort invested by the AASP\USAID team and in coordination with the
Society. Copies of this edition were sent out to all members of the PSCPA via
mail, and the AASP\USAID included in the magazine package as a gift for each
member a C.D contains a soft copy of the International Standards on Auditing
Book — Applicable Copy in Palestine — which we talked about it in item 1 earlier —
in addition to the training slides for the International Accounting Standards and
International Standards on Auditing and the Training Guidelines developed by
the Program, this is in both Arabic and English. As you may notice in this edition
it focused on topics related to accounting, auditing, taxation and code of ethics. It
is extremely important here to draw your attention to the letter sent with the
magazine package, in which we asked to provide the Program with information
related to your membership record in the PSCPA and the contact numbers, of
certain importance is providing the email addresses by all members in order to
facilitate communications between the Program and the members and the
Society and the members, the Program offered his assistance to open email
addresses for those who don’t have ones till now, this is important because the
PSCPA plans to send the magazine as a soft copy for each member in order to
reduce the cost of publishing were we can publish limited number of hard copies
and override the recent mailing problems due to the closure of many cities most
of the time. Please send these letters back after filling the needed information,
this letter intends to help primarily each one of you as members of the PSCPA.

4- The 5™ edition of the Auditor's Magazine will be finished and sent out before the
end of this month, and | think that this edition is the most important one since it
contains; Arabic adaptation for ISA 505 “External Confirmations” which was
published by the IAPC in the IFAC in 2000 and it is considered an addition for the
ISA book we discussed earlier, Arabic translation and illustration of IAS 39
“Financial Instrument: Recognition and Measurement, this is in addition to the
PSCPA draft Accounting and Auditing Practice Act where you can all look at it
and send back your comments which will be taken in consideration in the next
reading in the Legislative Council, also you will find in this edition a group of the
standard audit programs to help auditors in performing their jobs according to the
International Standards on Auditing and using the most recent techniques in this
regard, this is in addition to other articles about the international standards in
general, tax planning, accounting for value added taxes and other topics.

The Auditor's magazine is considered to be one of the most important publications by
the Society and we intend to continue in publishing it every quarter, but this needs your
support through providing us with articles and other related news and activities, but it is
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more important to help us in financing the magazine through encouraging your relatives
or clients in the industrial, commercial or service sectors to have adds in the magazine.
In the last edition 4 ads were published in the magazine and covered part of the
magazine’s cost, but we need to have more advertisements to cover more of the cost. If
you want this magazine to continue, your help in getting ads and writing articles is the
only way.

Thank you all for attending this meeting, and we need to have this regularly every
month. I'll be happy to answer your questions and listen to your comments in the end of
the meeting.

Rajai Al Qaisi — Chairman of the Continuing Professional Education
PSCPA Continuing Professional Education Activities

We will talk briefly about the main activities, we had in cooperation with the
AASP\USAID almost 54500 training hours during the last 20 months covered all the
Palestinian cities in the West Bank and Gaza.

As one of the organizers for this meeting | will work on having it regularly from Hebron
side and | will work with AASP\USAID to use the “video — conferencing” technique in the
3™ meeting. Before giving more details about the CPE activities | would like to say for
those who asked about the law before we started the meeting, that the law was
published in the 4" edition of the magazine, the magazine was sent to all the members,
you can all send any comments in this regard to the PSCPA offices in Ramallah and
Gaza, also the Law Issue will be one of the topics in 3 Open Meeting — planned to be in
August 29-.

The objectives of the CPE Committee are derived from the PSCPA ones, we are trying
to keep the Palestinian Professional Accountant’s, whether he is practicing audit or
working as an employee in the private or pubic sector, knowledge up to date with any
new accounting or auditing standards and ethical requirements, this in addition to
qualifying the applicant to the profession licenses — this is under the draft law -.

To achieve this and taking in consideration the unstable political situation in the area the
committee with it's five members — Rajai Al Qaisi, Abdel Hakiem Abu Dghaim, Mohamad
Maswadi, Abdel Hakiem Al Alami and Nihad Hamadah - decided to have
subcommittees in the areas to help in handling the training activities in the different cities
and the distribution became; Jamal Hoso — Tulkarem, Hisam Massad — Jenin, Bassam
Al Sahyeb and Bashar Fattouh — Nablus, Issa Al Shayeb — Bethlehem, Osama Maswadi
and Rajai Al Qaisi — Hebron, Abdel Hakiem Abu Dghaim and Nihad Hamadeh and Abdel
Hakiem Al Alami — Gaza.

Those all worked as one team and received the full support and cooperation from the
AASP\USAID whether in coordinating, instructing or financing the activities, and it
focused it's activities on the International Accounting Standards, International Standards
on Auditing and the IFAC Code of Ethics, this is in addition to workshops and seminars
the Financial Statements Analysis, Cash Flow Statement, Internal Auditing.......

On the Arab World level, we had contacts with their universities and professional bodies
in addition to the relationship with the local universities which helped in forming the
higher education idea, the contacts in this regard started with the Egyptian Universities
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to supervise Master Degree Program for some of the PSCPA members, these
universities expresses it's ability to help in this by sending instructors to teach in this
program, on the other side we contacted the local universities who accepted hosting the
program, the primary agreement was with Al Najah, Hebron and Jerusalem Open
universities to have Master Degree and High Diploma in Auditing or any other
specialized subject chosen by the PSCPA. We in the CPE Committee believe that there
should be a council for the higher education to support the Society with more expertise
and professionals, this should include in addition to the CPE members, members of the
academic councils in the universities to be selected in coordination with the PSCPA
Board. The CPE committee contacted all the members who applied for the Master
Degree Program to start the first part in September this year, there is also contact with
the Arab Society for Certified Accountants (ASCA) — Talal Abu Ghazaleh — to get use of
the training courses they hold and the materials they prepared, the Chairman of ASCA
shown readiness to support the training activities of the PSCPA.

With regard to the local training course held in cooperation with the AASP\USAID, these
were open for the members and those who are not members of the PSCPA, in order to
get the maximum benefit from these courses and seminars, giving that these courses
were instructed by many professional colleagues who worked hard to add value to the
training materials and make these training courses successful events.

| would like to remind you that the training material is presented after coordination with
the concerned committee; for example, the Ethics Committee which reviewed the Arabic
translation for the IFAC Code of Ethics and CPA’s Guide for Professional Ethics, and the
Standards Setting Committee which worked on the adaptation and publishing of the
International Standards on Auditing book. In this regard there is another activity the
Society is working on; the Arabic translation of the International Accounting Standards
where the PSCPA was accepted as a member in a Bahraini Association authorized from
the International Accounting Standards Committee (IASC) to publish the only Arabic
translation of the International Accounting Standards (IAS).

We tried in our distribution for the locations of the seminars and training courses to cover
all the Palestinian cities as long there is a group of accountants and auditors, but we
were limited also by the recent situation, our training activities covered Jenin, Tulkarem,
Nablus, Ramallah, Bethlehem, Hebron and all the cities in Gaza Strip.

Externally, we have annual workshop in Cairo in cooperation with the Cairo and Ein
Shams universities professors and the Egyptian Institute of Training and Management
Development, and this will happen this year also as scheduled.

| would like to mention that our colleagues in Tunisia offered holding training workshop in
any time we decide, we hope that we can do this very soon. By giving this idea we invite
you all to participate in these training activites and we are ready to discuss any
comments and answer any questions in this regard.
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Salah Abu Wattfa — Chairman of the Exam Committee
Exam for the Profession in Palestine

The PSCPA gave a special consideration for the profession’s law in Palestine, this law
was formed by the PSCPA and submitted to the Legislative Council and passed the first
reading which is not final reading, many adjustments and comments should be taken in
consideration in this law, these comments are extremely important to reach a useful and
appropriate law.

As part of these modifications on the law is the exam subject and it's structure, this was
transferred to the Practicing Committee to recommend how it will be reflected in the Law,
both the Practicing Committee and the Legislative Council agreed that the PSCPA will
supervise the exam, at least this idea will be added to the law in the second reading.

We in the PSCPA were in continuous contacts with the Arab General Union for
Accountants and Auditors were a committee from Palestine, Kuwait and Egypt was
formed to study the possibility of having one exam for the profession in the Arab World,
as part of this process we have studied the exam structure and process in many of the
Arab countries, many of these countries were visited, and we got a sample of the exams
in these countries in addition to the study materials used to qualify participants to pass
these exams, also we observed the exam mechanism in these countries including
preparing, setting for the exam and grading. The professional bodies in Saudi Arabia
were contacted in this regard and they sent us all the training materials and copies of the
exam, the Egyptian Institute responsible for holding the exams for professional
accountants in Egypt was also visited and from there we got also a complete set of the
exam materials.

A visit was made for the Accounting Institute in Jordan which is responsible for all kinds
of licensing exams in Jordan, we were able to observe and get information about the
exam procedures, the mechanism of holding the exam and the related training courses
in full detail, rules, regulations and guidelines related to the exam in Jordan. The 6"
edition of the auditor's magazine will carry a summary for this visit particularly with
examples of the exam and the training materials.

A visit was made also for Tunisia, there were two system to hold the exam in the Arab
World; one American and the other is French, Tunisia follows the Tunisian’s system
where a high degree is given after one year study, then the practical experience for 3
years in which the accountant is observed by the Institute of Accounting Experts and
followed by his training office, then the accountant submits a research reviewed by a
committee formed for this reason from the Ministry of High Education and the Exam
Institute.

The Palestinian Exam Committee is working now on summarizing and arranging all the
information and materials collected in order to prepare a draft paper with the suggestions
in order to distribute it and discuss it with you in the following open meetings taking in
consideration the local applicable laws and other regulations related to the profession.
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Discussion

Odeh Jibreel — Chairman of the West Bank Board of Directors

| want to clarify my point with regard to the International Audit Firms, we appreciate their
contribution to the development of the profession in West Bank and Gaza, especially
complying with the International Accounting and Auditing Standards, but though most of
our local auditors are qualified to audit big companies and donors funds but they can’t
because this work is limited to the big audit firms, we observed also that all the banks
are audited only by international audit firms, and | think this needs some analysis and
discussion.

Abla Nashashibi — Budget General Manager — Ministry of Finance \ Gaza

The issue with regard to the local and international audit firm is the “quality” of services
provided, may be we have good local auditors, but the question why the big companies,
banks and donor countries insist on auditing it's financial statements by the international
audit firms only. As | said the only answer is the quality of services provided by auditors
and their professional competence, it is related also to the quality control programs
applied in the international audit firms and we don'’t see it in the local ones. This doesn’t
mean that we lack the professional competence, but it means on the other side that we
don’t have system or regulations — in the form of law — make the auditors commit to
basic requirements like, training, exam, continuing professional education........ We can'’t
also underestimate the ability of the international audit firms to apply in a proper way the
international standards compared with the local auditors. Also there is a need to have
the element of transparency in the projects funded by donor countries and this require to
be audited by international audit firms. We need to enhance the level of local audit firms
in our countries to make it reliable just like the international companies.

Mohamad Arafat — Independent Auditor \ Nablus

There is a need to support the local auditors and enhance their performance. In the
publicly traded companies and the private companies, the Society should contact the
ministry of finance and the ministry of trade to push them not to receive any financial
statements not audited by independent auditors registered in the Society, some of the
limited liability companies renew it’s trade licenses without providing any kind of financial
statement, | think the PSCPA should work to stop this to support the local auditors and
to support the national economy by having reliable financial statements can be used by
different categories of users, the related ministries have to cooperate with the Society in
this regard. Unfortunately, some of the publicly traded companies are submitting
financial statements audited by non — licensed auditors and who are not registered also
in the Society, the different bodies should work together to correct these practices. One
last thing, | am asking our local auditors to think about merging the local office in bigger
ones, this will help in developing these offices and in ability to audit financial statements
for big companies.
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Salah Abu Wattfa — Chairman of the Exam Committee \ Gaza

| want just to mention the announcement published by the Institute of General Control to
all ministries not to accept any financial statements unless it is audited by a licensed
auditor who is registered in the Society, | hope that we can develop this mechanism and
apply itin all cases.

Ghassan Soufan — Member of the PSCPA Board of Directors \ Ramallah

| want also to add that the PSCPA Board of Directors talked to the Companies Controller
in the Ministry of Trade and asked him not to accept any financial statements unless it is
audited by an independent, licensed and registered auditor.

Musa Abu Dieh — Independent Auditor \ Ramallah

The question | want to ask here, what is the professional output of all the training
activities? Are our auditors qualified to audit the banks financial statements for example?
90% of the licensed and registered auditors are unable to perform the audit of banks in a
professional way and according to the standards, giving that banks are critical element
of the economy of any country. | think that the PMA won’t accept financial statements for
bank audited by local auditors until it sees real development in the performance of those
auditors and their Society. Accordingly we should invest the training activities and any
other activities internally and externally to get the maximum possible benefit. The World
Bank, Donor Countries, Big Companies, Banks look for auditors’ reports with certain
quality, this require applying properly the accounting standards. If our local auditor
wants to audit banks, foreign donations and other he should set for sufficient training and
education. This is also the case for those who want to audit publicly traded companies,
since the audit of these companies includes specific responsibilities the auditor should
be able to understand it and work according to it. If the local auditor could not convince
the primary shareholder in the company and other groups of users that there is value
added from his work, he won’t be able to continue with these institutions.

Rajai Al Qiasi — Chairman of the CPE Committee \ Hebron

With regard to the training | would like to draw your attention to the fact that the training
material was prepared using the most recent standards accepted internationally, and this
is the same for the external activities were we selected the best professional bodies in
this field.

Odeh Jibreel — Chairman of the West Bank Board of Directors \ Ramallah

Thank you very much, by this we end our 1% Open Meeting for the Palestinian Society
for Certified Public Accountants. Our 2" Open Meeting will be in Thursday 20\6\2002.
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Terms of Engagement and the Importance of
Engagement Letters based on ISA # 210

The Palestinian Society for Certified Public Accountants (PSCPA) decided’ in its
Board of Directors meeting in the 9" of September 2001 to adapt the
International Standards on Auditing and the Code of Ethics published by the
International Federation of Accountants (IFAC).

This resolution stated that since the PSCPA submitted its application to get a
membership in the International Federation of Accountants and based on the
profession development in Palestine and what accompanied this development as
translation for the Auditing Standards and the Code of Ethics with an approval
from the International Federation of Accountants, the Board of Directors
approves the adaptation of the International Standards on Auditing and the Code
of Ethics published by the International Federation of Accountants in Palestine,
and the Board is gathering all his efforts to make this decision applicable and
used by all auditors in Palestine.

This resolution accompanied the work on translating and adapting the
International Standards on Auditing, this process was supervised by the
Accounting and Auditing Program Sector (AASP) funded by the United States
Agency for International Development (USAID), the AASP worked with the
Standards Setting Committee in the PSCPA over a year to have the International
Standards on Auditing Book — the Applicable Copy in Palestine ready for use in
October 2001, the Book included all the standards (ISA’s) and the International
Auditing Practice Statements (IAPS’s) published by the International Audit
Practice Committee (IAPC) in the IFAC till the end of December 2001.

The auditing training courses held by the AASP and in cooperation with the
PSCPA before and after publishing this book gave the licensed auditors in the
Society and other people who attended the sessions good illustration about the
implementation of these standards, one of the “new” items in this regard and
which raised discussions in the different training areas is the “Engagement
Letter” issue, accordingly we will discuss in more detail the importance and
components of the engagement letters in the light of ISA # 210 “Terms of Audit
Engagements”.

' See the Auditor's Magazine, 4™ Quarter 2001 Edition, International Standards on Auditing — A
Step Toward Developing the Profession, attached to this article was a copy for this resolution
signed by all the PSCPA Board of Directors members.

2 New mainly for the local auditors who have their own local audit firms or work for other audit
firms, but the employees of the representative offices of the International Audit Firms have fair
knowledge about these standards and it's applications, some of those are members in the
PSCPA and attended the mentioned training sessions.
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In this regard the article will give an introduction about the Engagement Letters,
the components of the letters, recurring audits, acceptance of a change in
engagement and example of an audit engagement letter.

It is important to mention that the International Standards on Auditing are to be
applied in the Audit of Financial Statements. ISAs are also to be applied, adapted
as necessary, to the audit of other information and to related services.

ISAs contain the basic principles and essential procedures together with related
guidance in the form of explanatory or other material. The basic principles and
essential procedures are to be interpreted in the context of the explanatory and
other material that provide guidance for their application.

To understand and apply the basic principles and essential procedures together
with the related guidance, it is necessary to consider the whole text of the ISA
including explanatory and other material contained in the ISA.

Similar to the application of other ISA’s, an auditor may judge it is necessary to
depart from the ISA # 210 “Terms of Audit Engagements” in order to more
effectively achieve the objective of an audit. When such a situation arises, the
auditor should be prepared to justify the departure.

ISAs including ISA # 210 need only be applied to material matters.

In the end of our discussion for this standard we will talk briefly about the Public
Sector Perspective (PSP) issued by the Public Sector Committee of the
International Federation of Accountants. This ISA is applicable in all material
respects to the Public Sector.

Introduction

The purpose of ISA # 210 “Terms of Audit Engagements” is to establish
standards and provide guidance on:

1- Agreeing the terms of the engagement with the client, by which both the
Palestinian Auditor and Client will document their understanding for the
audit and it's conditions®, this will help in avoiding any future
misunderstanding with regard to the relationship between the Auditor and
Client and define the type and timing of obligations for each party.

2- The Auditor’s response to a request by a client to change the terms of an
engagement to a one that provides a lower level of assurance.

3 This understanding should comply with the requirements of this standard, other applicable
International Standards on Auditing, the requirements of the Code of Ethics, legal requirements
as stated by the local law and the regulatory requirements established by the Palestinian
professional bodies responsible for organizing the profession.
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The Auditor and the Client should agree on the terms of the engagement.
The agreed terms would need to be recorded in an audit engagement letter or
other suitable form of contract. ISA # 210 “Terms of Audit Engagements” is
intended to assist the Auditor in the preparation of engagement letters relating to
audits of Financial Statements. The guidance is also applicable to related
services. When other services such as tax, accounting or management advisory
services are to be provided, separate letters may be appropriate.

There is no final law for the profession in Palestine, the draft one passed the first
reading in the legislative council and waiting for the second one to be approved,
this draft law in subject to many adjustments and amendments, in some countries
the objective and scope of the an audit and the auditor's obligations are
established by law*. Even in those situations the auditor may still find audit
engagement letters informative for their clients.

Components of the Letters

It in the interest of both Client and Auditor that the Auditor sends an engagement
letter, preferably before the commencement of the engagement, to help in
avoiding the misunderstandings with respect to the engagement. The
engagement letter documents and confirms the Auditor's acceptance of the
appointment, the objective and scope of the audit, the extent of the auditor's
responsibilities to the client and the forms of any reports.

Principal Contents

The form and content of audit engagement letters may vary for each client, but
they would generally include reference to:

e The objective of Audit Financial Statements; “Our Audit will be made with
the objective of our expressing an opinion on the Financial Statements”.

o Management's responsibility for the Financial Statements; “We remind you
that the responsibility for the preparation of Financial Statements including
adequate disclosure is that of the Management of the Company”.

e The scope of the Audit, including reference to applicable legislation,
regulations, or pronouncements of professional bodies to which the auditor
adheres.; “We will conduct our Audit in accordance with the International
Standards on Auditing (or refer to relevant national standards or
practices)”.

“ Till now this is not the case for the Palestinian draft law, for more details see the Auditor's
Magazine, 1°' Quarter 2002, Draft — Practicing the Auditing Profession Act, Law Committee —
PSCPA.

e The form of any Reports or other communication of results of the
engagement; “In addition to our Report on the Financial Statements, we
expect to provide you with a separate letter concerning any material
weaknesses in accounting and internal control systems which come to our
notice”.

e The fact that because of the test nature and other inherent limitations of an
audit, together with the inherent limitations of any accounting and internal
control system, there is an unavoidable risk that even some material
misstatement may be remain undiscovered; “Because of the test nature
and other inherent limitations of an Audit, together with the inherent
limitations of any accounting and internal control system, there is an
unavoidable risk that even some material misstatements may remain
undiscovered”.

e Unrestricted access to whatever records, documentation and other
information requested in connection with the Audit; “We look forward to full
cooperation with your staff and we trust that they will make available to us
whatever records, documentation and other information requested in
connection with our audit”.

The Auditor may also wish to include in the letter:

e Arrangements regarding planning of the Audit; “Those standards require
that we plan and perform the Audit to obtain reasonable assurance about
whether the Financial Statements are free of material misstatement”.

e Expectations of receiving from Management written confirmation
concerning representations made in connection with the Audit; “As part of
our audit process, we will request from Management written confirmation
concerning the representations made to us in connection with the Audit”.

e Request for the Client to confirm the terms of the engagement by
acknowledging receipt of the engagement letter; “Please sign and return
the attached copy of this letter to indicate that it is in accordance with your
understanding of the arrangements for our audit of the Financial
Statements.

e Description of any other letters or reports the auditor expects issue to the
client.



When relevant, the following points could also be made:

e Arrangements concerning the involvement of other auditors and experts in
some aspects of the audit, taking in consideration the requirements of ISA
# 600 “Using the Work of Another Auditor” and ISA # 620 “Using the Work
of an Expert”.

e Arrangements concerning the involvement of Internal Auditors and other
Client Staff, taking in consideration ISA # 610 “Considering the Work of
Internal Auditing”.

e Arrangements to be made with the predecessor auditor, if any, in the case
of initial audit, considering the requirements of the Code of Ethics as
stated by IFAC with regard to the communication between auditors, Part B
— Applicable to Professional Accountants in Public Practice, Relations with
Other Professional Accountants in Public Practice, from 12.1 to 12.10°.

e Any restriction of the auditor’s ability when such possibility exists.

o A reference to any further agreements between the Auditor and the Client.

Audit of the Components

When the auditor of a parent entity is also the auditor of its subsidiary, a branch
or division (component), the factors that influence the decision whether to send a
separate engagement letter to the component include:

Who appoints the auditor of the component.

Whether a separate audit report is to be issued on the component.
Legal requirements.

The extent of any work performed by other auditors.

Degree of ownership by parent.

Degree of independence of the component’s management.

Recurring Audits

On recurring audits, the Auditor should consider whether circumstances
require the terms of the engagement to be revised and whether there is a
need to remind the client of the existing terms of the engagement.

® See the Auditor's Magazine, the adapted copy of the Code of Ethics for Professional
Accountants, Quarter 1, 2002.

The Auditor may decide not to send a new engagement letter each period.
However, the following factors may make it appropriate to send a new letter:

e Any indication that the Client misunderstands the objective and scope of
the Audit.

Any revised or special terms of the engagement.

A recent change of senior management, board of directors or ownership.
A significant change in nature or size of the Client’s business.

Legal requirements.

Acceptance of a Change in Engagement

An Auditor who, before the completion of the engagement, is requested to
change the engagement to one which provides a lower level of assurance,
should consider the appropriateness of doing so. A request from the Client
for the Auditor to change the engagement may result from a change in
circumstances affecting the need for the service, a misunderstanding as to the
nature of an Audit or related service originally requested or a restriction on the
scope of the engagement, whether imposed by management or caused by
circumstances. The Auditor would consider carefully the reason given for the
request, particularly the implications of a restriction on the scope of the
engagement.

A change in circumstances that affects the entity’'s requirements or a
misunderstanding concerning the nature of service originally requested would
ordinarily be considered a reasonable basis for requesting a change in the
engagement. In contrast a change would be considered reasonable if it appeared
that the change relates to information that is incorrect, incomplete or otherwise
unsatisfactory.

Before agreeing to change an audit engagement to a related service, and Auditor
who was engaged to perform an Audit in accordance with International Standards
on Auditing would consider, in addition to the above matters, any legal or
contractual implications of the change.

If the Auditor concludes, that there is reasonable justification to change the
engagement and if the audit work performed complies with the International
Standards on Auditing applicable to the changed engagement, the report issued
would be that appropriate for the revised terms of engagement. In order to avoid
confusing the reader, the report would not include reference to:

1- The original engagement; or

2- Any procedures that may have been performed in the original
engagement, except where the engagement is changed to an engagement



to undertake agreed-upon procedures and thus reference to the
procedures performed is a normal part of the report.

When the terms of the engagement are changed, the Auditor and the Client
should agree on the new terms.

The Auditor should not agree to a change of engagement where there is no
reasonable justification for doing so. An example might be an audit
engagement where the Auditor is unable to obtain sufficient appropriate audit
evidence regarding receivables and the client asks for the engagement to be
changed to a review engagement to avoid qualified audit opinion or a disclaimer
of opinion.

If the Auditor is unable to agree to a change of the engagement and is not
permitted to continue the original engagement, the Auditor should
withdraw and consider whether there is any obligation, either contractual
or otherwise, to report to other parties, such as the board of directors or

shareholders, the circumstances necessitating the withdrawal.

Public Sector Prospective

The purpose of the engagement letter is to inform the auditee of the nature if the
engagement and to clarify the responsibilities of the parties involved. The
legislation and the regulations governing the operations of public sector audits
generally mandate the appointment of a public sector auditor and the use of audit
engagement letters may not be a widespread practice. Nevertheless, a letter
setting out the nature of the engagement or recognizing an engagement not
indicated in the legislative mandate may be useful to both parties. Public sector
Auditors have to give serious consideration to issuing audit engagements letters
when undertaking an audit.

The “Acceptance of a Change in the Engagement” part of this standard deals
with the action a private sector Auditor may take when there are attempts to
change an audit engagement to one which provides a lower level of assurance.
In the public sector specific requirements may exist within the legislation
governing the audit mandate; for example, the Auditor may be required to report
directly a minister, the legislature or the public if management (including the
department head) attempts to limit the scope of the Audit.

Example of An Audit Engagement Letter

The following letter is for use as a guide in conjunction with the considerations
outlined in this ISA and will need to be varied according to individual
requirements and circumstances:

To the Board of Directors or to the appropriate representative of senior management:

You have requested that we audit the balance sheet of............... asof ............... ,and
the related statements of income and cash flows for the year then ending. We are
pleased to confirm our acceptance and our understanding of this engagement by means
of this letter. Our audit will be made with the objective of expressing an opinion on the
financial statement.

We will conduct our audit in accordance with International Standards on Auditing (or
refer to relevant national standards or practices). Those Standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. Ann
audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement
presentation.

Because of the test nature and other inherent limitations of an audit, together with the
inherent limitations of any accounting and internal control system, there is an
unavoidable risk that even some material misstatement may remain undiscovered.

In addition to our report on the financial statements, we expect to provide you with a
separate letter concerning any material weaknesses in accounting and internal control
systems which come to our notice.

We remind you that the responsibility of the preparation of financial statements including
adequate disclosures is that for the management of the company. This includes the
maintenance of adequate accounting records and internal controls, the selection and
application of accounting policies, and the safeguarding of the assets of the company.
As part of our audit process, we will request from management written confirmation
concerning representations made to us in connection with the audit.

We look forward to full cooperation with your staff and we trust that they will make
available to us whatever records, documentation and other information are requested in
connection with our audit. Our fees which will be billed as a work progress, are based on
the time required by the individuals assigned to the engagement plus out-of-pocket
expenses. Individual hourly rates vary to the degree of responsibility involved and the
experience and skill required.

This letter will be effective for future years unless it is terminated, amended or
superseded.

Please sign and return the attached copy of this letter to indicate that is in accordance
with your understanding of the agreements for our audit of the financial statements.

XYZ & Co.
Acknowledged on behalf of
ABC Company by

(signed)
Name and Title
Date



PSCPA News

International Accounting Standards Committee

The Palestinian Society for Certified Public Accountants became a member of the Arabic
Committee responsible for translating the International Accounting Standards in the
world. This was after the visit done by the Chairman of the PSCPA Mr. Mohamad
Jaradeh, Mr. Salah Abu Wattfa and Mr. Musa Abu Dieh to the Accounting and Auditing
Institute for Islamic Financial Institutions in Bahrain, the group met the members of the
Committee authorized to obtain the Arabic copy of the International Accounting
Standards as follow:

1- Mr. Refa’at Abdel Kariem, the Chairman of the Accounting and Auditing Institute
for Islamic Financial Institutions.

2- Mr. Ilham Hasan, PriceWaterhouseCoopers, Bahrain.

3- Mr. Yousef Tagqi, Ernst & Young, Bahrain.

4- Mr. Shar’ah Ibrahiem, the Accounting and Auditing Institute for Islamic Financial
Institutions.

All the members of the Committee shown their immediate acceptance to join Palestine
represented in the PSCPA in the work of the Committee. It is important to mention that
the Bahraini Committee finished the translation of many of the International Accounting
Standards, the Palestinian group visit started in the 6™ of January 2002.

On the 9" of the same month the group went to the United Arab Emirates, where they
visited the Emirate Association for Accountants and Auditors, they met their the
Chairman of the Association Mr. Ahmad Jasem Al Abdouli and the members of the
Association’s Board of Directors and some of the members of the Association, the
meeting discussed the profession’s issues in the Arab world and the possibilities of
cooperation between the Palestinian Society for Certified Public Accountants and the
Emirate Association of Accountants and Auditors.

International Standards on Auditing Book — Eqypt

At the end of December 2001, a group from the PSCPA and the Accounting and
Auditing Sector Program (AASP) funded by the United States Agency for International
Development visited Egypt to distribute the International Auditing Standards Book —
Palestinian Adaptation which was translated and adapted in cooperation between the
Standards Setting Committee in the PSCPA and the AASP\USAID as follow:

e Cairo University

The group met the Dean of the Commerce Faculty in the University and some of the
Accounting and Auditing instructors in the University, the group submitted number of
copies of the book to the Dean who expressed his interest in this book and appreciated
the efforts invested by the Project and the PSCPA. He promised to make these copies
available in the University Library and the Faculty in order to be used by the most
possible number of interested people.

e Al Azhar University

The group met the Dean of the Commerce Faculty and submitted number of copies of
the Palestinian adaptation of the International Standards on Auditing book.

e Ein Shams University

The group met the Dean of the Commerce Faculty and his assistant and gave them
copies of the same book.

The group used its presence in Cairo and visited Dr. Abdel Aziz Hijazi the Chairman of
the General Union for Arab Accountants and Auditors and gave him copies of the
International Standards on Auditing book, Dr. Hijazi expressed his happiness to receive
such a book, the group discussed with Dr. Hijazi the status of the Union and the Beirut
Conference about “Updating the General Budget for the Country and the Government
Accounts” which will be held in October 2002.

Exam Committee

Members of the Exam Committee Mr. Salah Abu Wattfa and Mr. Hanna Quffa in addition
to the Chairman of the PSCPA Mr. Jaradeh did the following trip:

e The group visited Mr. Hazem Hasan the Chairman of the Egyptian Association
for Accountants and provided him with copies of the International Standards on
Auditing book. Mr. Hasan gave the group a presentation about the procedures
and mechanism of holding the exam in Egypt, he also provided the group with
copies of the training materials used and samples of the exam.

e The group visited in 19\3\02 Jordan and met Dr. Abed Al Kharabsheh the
Chairman of the Accounting Institute in Jordan and the Head of the Licensing
Committee, the group provided Mr. Kharabsheh with copies of the International
Standards on Auditing book and also copies of the Arabic translation of the CPA
Guide for Professional Ethics. Mr. Kharabsheh gave the group an idea about all
what is related to the licensing procedures in Jordan including the exam item.

e In 21\3\02, the group visited Tunisia and met Dr. Saleh Al Thuhaibi the Chairman
of the Tunisian Institute for the Accounting Experts, Dr. Ahmad Bala’ifa the
Chairman of the Tunisian Association for the Accounting Experts and Dr. Samir
Gizwani the Director of Manuba University and the Chairman of the Tunisian
Exam Committee, the group obtained an understanding and samples of the
materials related to the exam mechanism in Tunisia.

Securitisation & Capital Market

The PSCPA received an invitation to attend a conference about “Securitisation and
Capital Market: Challenges and Opportunities for Islamic Financial Institutions” held in
Beirut between 12" & 13" of March, 2002, the PSCPA participated in this conference in
which they met Dr. Ref’at Ibrahiem Dr. Abdel Aziz Hijazi and Mr. Talal Abu Ghazaleh.
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Contents of Internal Control

Before specifying Internal Control Contents we will go into the
importance and definition of Internal Control.

Importance of Internal Control.

For a long time Internal Control has got a great interest from
auditors and economic institutions' managements for the following
reasons:

. Complexity and ramifying of business fields lead the management to
depend on reports and analysis in order to consolidate control on the
operations

. Inherent examination of the internal control decrease human
pressure risks and the probability of mistakes and fraud.

. It is impossible that the auditor can make auditing inside the
institution without depending on the customer internal control.

This concern increased and the evidence on this is that in USA
and British man laws and standards were legislated to define the
responsibility of the internal auditor toward estimating the internal
control for the sake of auditing planning and designing programs that
enables the auditor to decrease auditing risks and to offer proper
professional opinion.

The internal auditor has a special concern to adjust the
institution's internal control in order to decrease auditing risks and to
implement auditing with the needed efficiency. The auditor in
adjusting the internal control depends on his professional opinion.

In order to ensure the validity of auditing program that enables
the auditor to give right professional opinion on the institution
financial statements, this means that the auditor must pay attention
for the qualities specialties for evidences that he has while adjusting
internal control to define control risks and then designing the detailed
exams that enable him to have additional proves and evidences to
offer professional opinion on the financial statements.

The external auditor has a legal and professional responsibility
that oblige him to practice the needed professional concern for

auditing to express professional opinion on the financial statements
in a way that clarify points of weakness to the board of directors
auditing committee and the internal control parties.

Definition of Internal Control

According to the American standard (SAS 78) the Internal
Control is defined as
" An operation implemented by the board of directors, the
institution's management and other employees, this operation is
designed to manage the following objectives:

1. Financial statements accuracy.
2. Adherence to laws and suitable schedules.
3. Efficiency and capability of transactions.”

But according to the British standard 300 and the ISA 400
both of them used the same definition "The Internal Control
consists of control environment and control procedures
including all the policies that are authorized board of directors
and the company management that assist in managing their
objective of realizing the efficiency of the work including
commitment to the obligation of protecting assets, preventing
and decreasing financial mistakes, accuracy of the accounting
records, preparing financial statements”

From this definition we can summarize the following:

1. The Internal Control is a process performed by human
factor on all the institution's stages.

2. Concentration on providing "Reasonable Confirmation" and
not "Absolute Confirmation" due to the timidity of Internal
Control.

3. The main addressing of Internal Control is the efficient help
in managing the goals related to the confidence in the
financial statements, beside commitment to laws and
efficiency of the operations.

. The internal Control includes many matters more than the

direct related matters to the accounting system and financial



reports. This by its role lays responsibility on the auditor to
define the suitable parts of financial statements auditing.

Contents of Internal Control:
To define internal control frame in order to manage the

institution's objectives, the American standard 78 define the following
five contents of internal control:

1. Control Environment

2. Risk Assessment.

3. Information and Communication.
4. Control Activities.

5. Monitoring.

The British standard 300 and the ISA 400 agreed on that the
internal control contents are Control Environment and Control
Procedures. This shows that the American Standard is more
inclusive

Below is a summary for internal control contents as they are
mentioned in the three standards

l. Control Environment

The American standard 78 shows that control environment
presents the basis of internal control in the institution, and it affect he
employees control consciousness, beside | is the basic for all internal
control contents that provide discipline and general frame.

There are a lot of factors for control environment mentioned in
the American standard 78:

Honesty and moral values.

Efficiency commitment .

Participation of board of directors and auditing committee in the
responsibility.

Management philosophy and its way in performing the work
Educational Structure.

Distribution of authority and responsibilities.

Policies and practices special for human resources.

The British standard 300 and the International Accounting
Standard 400 show that control environment is presented in the
awareness and behavior of board of directors and the institution's
management toward the importance of internal control, also it
includes the management system, the institution's culture and the
shared values between the employees.

I Risk Assessment

According to the American standard 78 risks assessment for
the sake of financial reports means the institution defining, analyzing
and managing for the related risks in preparing a fair financial
statements according to known accounting principles,
The external auditor and the institution management have the same
concern for the relation of the risks related to define confirmation in
the financial statements in relation to registering and summarizing
the financial statements. The management's goal in this matter is to
define risks, but the auditor's goal is to estimate the probability of
errors in the financial reports.

It is clear that the American standard 78 broadened the
management responsibility of the financial statements so tat it makes
risks assessment as one of internal control major contents.

. Information and Communication
According to the American standard 78 the appropriate
information system aims to add trust to the financial records that
includes the basic system. It consists of record to define, analyses
and categorize the institution's dealings along with keening the
related assets and commitments.

Communication includes providing clear understanding for roles
and responsibilities relater to internal control on the financial
statements. Also policies guide, financial reports guide and
accounting guide are contents of communication and information.
This means that the main concentration of accounting system is on
the financial dealings from the following points:

Exultancy

Rights and commitments
Integration.

Assessment

Presentationa and disclosure.



Also the accounting system must include Complete Audit Trial
in a shape of documentation and exchange references that connect
the accountants with original statement dealings.

V. Control Activities
According to the American standard 78 control activities
includes policies and procedures that helped in the confirmation that
the management instructions have been implemented. Also the
American standard 78 showed that the control activities related to the
financial statements auditing could be categorized in many ways

Classifying information control that includes general
controls and information controls.
Records and documents.
Separation between rights and duties elated to authorizing dealings
and records keeping.
Mechanic controls.
Performance assessment and examination.

But the British standard 300 and International Accounting
Standard 400 add to the above points the following:
Realizing accounting records accuracy .
Comparing inventory results with accounting results.
Trial Balances
Comparing internal information with external information resources.

Limitation of Internal Control

As mentioned before the control provides "reasonable
confirmation" not "absolute confirmation" for the management and
board of directors that the institution objectives will be managed. The
cause for this includes limitation in internal control like:
Judgment errors
Breakdown
Management override

V. Monitoring

Monitoring is an operation to estimate internal control quality
and it includes estimation done by suitable employees to design and
implement internal control
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1 Al Quds 12/5/02 Code of Ethics Training Newspaper
2 A 202 the Professional Accountants. T
3 Al Quds 17/5102 1% Public Meeting of PSCPA Newspaper
4 Al Hayyat 17/5/02 1% Public Meeting of PSCPA Newspaper
Ghassan Soufan — Board member in PSCPA in
5 Amwwaj 17/5/02 Talk show “Amwwaj Al Sabaah” He talked Private Radio Station
about 1% Public Meeting of PSCPA
6 Al Hayyat 21/5/02 5" Public Meeting of PAAA Newspaper
7 Al Hayyat 29/5/02 Issuing Al Mudagaq Magazine-PSCPA Newspaper
8 Al Hayyat 17/6/02 Publication of the IVS Book Newspaper
9 Al Ayyam 17/6/02 Publication of the IVS Book Newspaper
10 Al Hayyat 18/6/02 6™ Public Meeting of PAAA Newspaper
1 Amwwaj 19/6/02 Firas Zaghal — Technical Manger in A&ASP in Private Radio Station

Talk show “Amwwaj Al Sabaah” — Study tour

Amwwaj

It is the largest Private Radio Station in
Palestine. The main office is in Ramallah and
now its working as a combination with The
Call of Palestine “The governmental Radio
Station” FM 91.5 MHz

Al Quds

It is the Largest Daily local Newspaper that is
issued in Jerusalem and distributed to the

Arab world and has the largest amount of
readers in both the Newspaper and the Web
Site on the Internet.

15/7/2002

Al Ayyam

Is the Second newspaper after Al Quds and

considered new one but accomplished a lot

within a short period of time and distributed

from Ramallah to all the cities in Palestine
and has a Web on the Internet.

Internal Use Only

Al Hayyat

It is considered as the Youth News paper that
talks most about the development of the youth

and the economics and can also be considerd
as a Governmental Newspaper.

PC-1-802-99-00009-00
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AL QUDS NEWSPAPER

Training Course on the Code of Ethics

Ramallah — Khaled AlFageeh — The ASASP, and in cooperation with
the PSCPA, announces the start of a training course on the Code of

Ethics which is based on the "CPA's Guide o Professional Ethics”.
This book was translated at the end of yvear 2001.

The ABASP said that this guide was chosen in parficular because the

Media Activity
02 - 2002
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ASASP organizes a training course on the
Coda Of Ethles for the Professional Accountants

AL HAYYAT NEWSPAPER

[

In cooperation with the PSCPA, (e ARASP is organizing a training course in ethics
based on the CPA's Guide io Professional Ethics, the book which was iransiated
and published by tha Program at the end of year 2001.

The thirty seven chapiers in the book are covering the various requirements of the
Code of Professional Conduct issued by the IMA, Independence Standards Board,
The SEC, Dept. of Labar, the state socielles and state boards,

This guide also conlains info on ethical standard for consulting & tex sarvices, and
provides a dear analysis of intemational ethics requiraments.

The book gives guldance on how a CPA should respond to an ethics investigation
and an overview of the joint Ethics Enforcement Process & steps taken If a person
is subjectad to a disciplinary action

This guide was chosen for the training for wo reasons: the lack of resources
covering the intemational standards and 2 the great similarly batwean the
Amarican standards and the intemational standards, (the international are more
modemn & newer than the American standards).

The aim of training (4 sessions} is o assist both in public practice & nol in public
practice to understand and implement the guidance on ethics, The material s given
and presented to the paricipants in a simplified and detailed manner by using the
PowerPoinl sSdes. All the axamples and graphics will lllustrate difficult ethics
issuss that CPAs and their firms might encounter.

It is worth mantioning thal the PSCPA members and represenlalives of lhe big

audit firms are attending this course In four cities Ramallah, Hebron, Nablus and
Gaza

July 15, 2002
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AL HAYYAT MEWSPAPER

IT/52002

The PSCPA Held its 1* Public Meeting
in Ramallah, Hebron, Nablus and Gaza

Ramallah- Al Hayyet Al Jadidah- The PSCPA held s 1° public mesling yesterday in Ramaalah,
cOmmuUnicaion bafween

an sstling programs and plans o impfove e profession in
Palesting and o keeg the accountants and audilors femiliarized with &l the devalopments o the
regicrnl and memational kvels.

He affirmesd that durnrg the last bwo yean the socisty has achieved a lot of it plans snd one of ks
schisvemsnts was lhe adapialion process of the ISA and the Code of Ethics msued by the IFAC.
This process s 1o nﬂn&u memibers 10 soply e slandards and Te code hal will lead o a8
P and an dﬁmmuummmwmmrq
o The importance of e nleraction betwean the society and the members whoss commanis and

committes has siated praparing such an exam, They are getling 1he heip of the socisties in the
rsighbitring Aral counlries

July 15, 2002
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Al Al BT Aaln Al LA

Discussed cortain controversial issues about the advancement of the Profession E -

The PAAA Holds its 5% Pubilc Mesting W

place, the market parficipants have recognized the imporance of professional P g et il it il i bl e s i b i
valuations. |n addilion, the quickening pece in the globakzation of investmant has made WW“W
the nood for for meporing the velue of property so : gl el Tianidiappyss
wpent. Withul the VS, thare is & great possibility for confusion. Pl ki el 0y
He sdded that the association has submitied 8 membership appication 1o tha IVSC, Tha s R e B gy e Rt = et et
Iechnical commitiees in the sssocalion are reviewing the Arabic franslation of e VS R e Tl el et
book issued by the IVSLE in onder 1o be sdopied by the boand Lol sy bl B b i ) it i) iy
" i i PR T 8 g e e Sl
The PAAA supporied fhe publication of = Managamant Accounting” suthoned by Dr. Ndal el B By
m.mummmmnmmmmmumhum ek F T 'd. alipny - glhigigulade jag ol P ' 4
important for il goes along with the rapkl economas and imapblpad | dadd sl o ot gl smal
clarfied the book was wrilten according io the modem appeoaches of the Management 4 Wﬁmﬁﬂw:
Account i I e !
This book hes depsnded on the requimements of the prolession of e JREpTEe RN R o v il A g il e
sccouniant specsfied by the intematonal organizations such as IFAC and UNCTAD WWP‘W et 3 il e
As for tha adoption of the Code of Ethics issued by the IFAC, Me. Maher Aty Shabaan, S D By o T o g D g o 88y
member in tha Ethics commitios, said the assocation has finished the review procass of ot b bl ) ol fp Y e all Lo ks Tl Skt Lok s S it
this Code and # recommended the board ko adopt it and publish the Code of ethics issued D e B e 50 ) e 3 s
by the IFAC. All thesn efhical rules will be published soon especially thal the associalion Jerly A s oy Rl Al ik e I ey il

called the differant commitises in the Legisiative Coundl o be neutral and objective whils
satiing the Law and 1o take inlo consideration the drall submified by the Assocabion
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New Edation of the ~ Mudngeq™ Magmrine

Al -Birch — The PSCPA jssucyd the 1ifth edition of the MUDAQEQ Magasim which covers
comroversial scoounting and economic  isswses concerming the mdvancemem of the
peofession in Polestine

This edition is more comprehensive and professional than the other editwors and it focuses
om presenting what B new in the accounting and suditing ficid

Ths edition coniins some rendfings in the accommting standards: it presemis the mosi
muodemn standard which is LAS & 39 = Financial Instiruments™. 1 has the first tanslation in
the Arah Waorld for the LAS # 505 * External Coafirmation”

The edition also cominins ibe drft of law profession which has beem endomsed by the
lepislative council in its first reading and that will give the interested and concened 1o have
o look at it and send their comments and suggestions o the society. In addition, there i a
presentation of the most importan siandsrd sudiling program

July 15, 2002
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mmmmmmwdqmmmmmmm

This book will help the professional property valuer to increase his or her qualifications,
ability to estimate value — generally value of real property = for vanious purposes in the
financial reporting. The book alse presants valuabla information to the auditor needed
while auditing the fairmess of the financial statemants and the astimations provided by
the management. As for the internal awditor, it will assist him or her in valusting the
differant kinds of property, land bulldings, equipments for incorporation inte the
company financial statemants,

In addifion to the ISBN, the use for the 17 time of the bar code makes it more distinet,

it is worth mentioning that tha PAAA has previously submited an application of
mambership io the IVSC.

1762002
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Mnmmmmmmmmmumu
imcressing in different areas such as accounting, suditing, management accounting,
internal auditing, management and banking.
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- aualnial

The PAAA Organizes its 6™ Public Meeting

mmwmhm“mmmmumFMnm
in addition to Gaza, Ramadah, Hebron and Nabjus. The attendess discuseed several issues mosl
impartant is ihe issuing of fhe VS Book. This book is the most impartant publication of the PAAA fof
this yenr

The IS book was published thanks to the efforts of the standards commilies in the FARA and its
mmmuﬂdwu.mm:md:mmm.m_mw

sccompiish this womk. The rapsd economic changes and the giobalization of investiment markets
underscored the need for intemationally accepled standards for reporting the value of property
Mmmmmmmuulmmm

This sight chapters book presents different methods of valuation thal could help any accountant or
administrator in varous puposes for which property valustions are required including uea in
financial stalaments, decisions on loans & mordgages, secured by propemty, transachons. inveking
transfers of cenership.

This book doesnt only benedt those worlong n the financial accolinting Beld bifl also in sudiing,
internal auditing. management, management accounting and alhers

Thare was also a discussion sbout the 13™ adiion of The Palestinian Accountant Magazine. This
comprehenssve edilion contpine & reading in the |AS 580 ° Managemani Representation ° In
addition, there are articles dealng with the profession in Palestine & offef accounting mssues such
&3 the Auditor Report, Cost and Cost Redustion, Interal Auditor, Administrative and financiad report
for the last election pariod

The atendess brought up the importance of CPE Department in the association & = rl2 n
developing and updating the knowledge and the skils of the accountants. Mr. All Meermd, head of
the CPE said the PAAA is seifing an ongang and comprehensive traning pregram
wimilar to that of the IFAC. The assocabon wil provide the reness: with all the necessary fraining
materigls in Gara and Wesl Bank The PAAA s nplementing a training course for the auditors and
scoaurants in cooperation with the ARASP

During the moseting, the ALASP presented cenificates of contribubon bo the standards commities s
membars who roviewed the IVS translation || also distributed cerdificates io the mambers of the
ethics commities wha worked hard 1o publien the code of ethics bookiet that includes the code of
conduct standand seued by the IFAC
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